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GOCD AFTERNOON. "M J. LOU S FRANK, PRESIDENT OF MARATHON
ASHLAND PETRCLEUM LLC, A COVPANY THAT MAKES AND MARKETS MOST OF

| TS PRODUCTS IN THE M DWEST.

I VELCOVE THI S OPPORTUNI TY TO DI SCUSS THE GASCLI NE MARKET

CONDI TI ONS WE HAVE JUST EXPERI ENCED IN OUR PART OF THE COUNTRY

AND | LOOK FORWARD TO ANSVERI NG ANY QUESTIONS YOU OR OTHER

MEMBERS OF THE COWM TTEE M GHT HAVE.

LET ME START BY SAYING THAT A VERY COWPETI TI VE GASOLI NE
MARKET ULTI MATELY DETERM NES THE PRI CE OF GASOLI NE. WORL DW DE,
CRUDE O L PRICES HAVE RI SEN RAPIDLY AND SUBSTANTI ALLY.  REFI NERS
HAVE EXPERI ENCED SEVERE | NCREASES IN THE COST OF RAW NMATERI AL
OVER A RELATI VELY SHORT PERI GD OF TI ME. WTH TH S BACKDROP OF
RI SING CRUDE COSTS, A SERIES OF PIPELINE DI SRUPTI ONS AND OTHER
Cl RCUMSTANCES CREATED A SUPPLY AND DENVMAND | MBALANCE |IN THE

M DVEST.

VHEN THERE IS A SUPPLY SHORTAGE IN A COWPETI TI VE MARKET,
PRICES TEND TO RISE TO WHATEVER LEVEL |S NECESSARY TO BALANCE
DEMAND W TH SUPPLY. WHEN SUPPLI ES RETURN TO MORE NORVAL LEVELS,
PRICES TEND TO RETURN TO LOAER LEVELS. THS IS A MATTER OF
SI MPLE ECONOM CS I N A MARKET ECONOWY. JUST SUCH AN | MBALANCE OF

SUPPLY AND DEMAND OCCURRED IN THE M DWEST OVER THE PAST FEW




VEEKS, AND THAT IS THE REASON THAT PRICES IN THE AREA SURGED.

LET ME EXPLAI N

REFI NERI ES IN THE M DWEST CAN SUPPLY ONLY ABOQUT 75% OF THE
REG ON' S DEMAND. THE BALANCE, ABOUT 1 M LLION BARRELS (OR 42
M LLI ON GALLONS) PER DAY, MJUST BE TRANSPORTED | NTO THE REG ON. A
VERY SMALL AMOUNT |'S SHI PPED | N BY TRUCK FROM NEI GHBORI NG STATES,
BUT THE VAST MAJORITY OF TH S PRODUCT COMES IN FROM THE GULF
COAST BY BARGE OR BY ONE OF TWDO LARGE PI PELI NE SYSTEMS. ( SEE
ATTACHED EXH BI T Tl TLED “REG ONAL FUELS PROGRAM ") RECENT EVENTS
IN THE M DWEST |LLUSTRATE THE FRAG LE NATURE OF REFI NI NG AND
PRODUCTS DI STRIBUTION IN THE M DWEST. A SI GNI FI CANT PROBLEM AT A
REFI NERY OR I N THE TRANSPORTATI ON SYSTEM CAN CREATE A SHORTFALL
OF SUPPLY, AND VWHEN TH S HAPPENS THE SYSTEM HAS LITTLE OR NO

CAPACI TY TO PLAY CATCH UP.

IN MARCH ONE OF THESE CRITICAL PIPELINE SYSTEM5S, THE
EXPLORER PI PELI NE, EXPERI ENCED A LI NE FAI LURE FOLLOWED BY A Sl X-
DAY OUTACGE, WH CH RESULTED IN A SHORTFALL OF ABOUT 8 M LLION
BARRELS (OR 336 M LLION GALLONS) OF PRODUCTS TO THE M DWEST.
EXPLORER WAS REPAI RED AND RETURNED TO SERVICE, BUT PART OF THE
SYSTEM MUST OPERATE AT A REDUCED CAPACI TY PENDI NG COVPLETI ON OF
CERTAI N SAFETY TESTS. AS A RESULT, THE REGQ ON CONTINUES TO

SUFFER A SHORTFALL OF UP TO 50 THOUSAND BARRELS (OR 2.1 M LLION

GALLONS) PER DAY OF PI PELI NE DELI VERI ES.




MORE RECENTLY, WOLVERI NE PI PELI NE, VWH CH CARRI ES ABOQUT 34%
O MCH GAN' S PETROLEUM NEEDS FROM CHI CAGO, ALSO EXPERI ENCED A
RELEASE THAT RESULTED IN A N NE-DAY | NTERRUPTION OF SUPPLY TO
THAT AREA.  THAT PI PELI NE SYSTEM HAS SI NCE RETURNED TO SERVI CE,

BUT IT TOO I'S RUNNI NG AT REDUCED CAPACI TY.

ANOTHER FACTOR THAT CONTRIBUTED TO TH' S SUPPLY- DEMAND

| MBALANCE IN THE M DWEST WAS THE NEW PHASE |1 REFORMULATED

GASOLI NE (RFG REQUI REMENTS WHI CH BECAMVE EFFECTI VE JUNE 1. PHASE

Il RFG FOR THE CHI CAGO AND M LWAUKEE MARKETS |S ONE OF A NUMBER
OF UNIQUE FUELS THAT MARATHON ASHLAND PETROLEUM MJUST MAKE FOR
DI FFERENT PARTS OF THE COUNTRY. (SEE ATTACHED EXH BI T TITLED
“REG ONAL FUELS PROGRAM ") THIS GASOLINE IS MORE DI FFI CULT TO
MAKE THAN THE PREVI QUS FORMULATI ON. UNI TED STATES ENVI RONVENTAL
PROTECTI ON AGENCY (EPA) REGULATIONS REQU RED US TO VI RTUALLY
DRAIN OQUR TANKS OF W NTER GRADE PRODUCT BEFORE WE COULD ACCEPT
DELIVERIES OF THE LOWVAPOR PRESSURE SUWMER GRADE OF THIS
GASOLINE IN MARCH AND APRIL. WE HAD TO BEG N BU LDI NG
INVENTORIES OF THI'S NEW GASCLI NE FROM GROUND ZERO AT ALMOST
EXACTLY THE TIME AS THE SUPPLY DI SRUPTIONS W TH EXPLORER WERE
UNFCLDI NG I N ADDI TI ON, CONCERNS W TH UNOCAL' S GASCLI NE PATENTS

MAY HAVE CONSTRAI NED PRCDUCTI ON OF PHASE Il RFG

| F THESE SUPPLY | SSUES WERE NOT ENOUGH, EPA'S DECI SION TO

GRANT THREE WAl VERS FROM THE RFG REQUI REMENTS FOR THE ST. LOQUI S




AREA W THOUT ANY SORT OF PENALTY BECAME THE STRAW THAT BROKE THE
CAMEL’ S BACK. IN A LETTER DATED MAY 18, 2000, DESCRI Bl NG ONE OF
THESE WAI VERS, THE EPA ACKNONMLEDGED THE SHORTAGE OF RFG IN THE
ST. LOUS AREA, CTING THE EXPLORER OQUTAGE, AND ENCOURAGED
MARKETERS | N THAT AREA TO BUI LD UP THEI R | NVENTORI ES OF RFG WHI LE
DI STRI BUTI NG CONVENTI ONAL GASOLI NE I N THE MARKET. THE RESULT WAS

PREDI CTABLE.

CONVENTI ONAL GASOLI NE THAT WAS ORI G NALLY DESTI NED FOR THE
CH CAGO AND M LWAUKEE AREAS WAS | MMEDI ATELY DI VERTED TO ST.
LOUS. TH' S CONTRI BUTED TO CONVENTI ONAL GASOLI NE SHORTAGES THAT
IN TURN LED TO SEVERE PRI CE | NCREASES FOR THOSE PRODUCTS IN THE

CH CAGO AND M LVWAUKEE MARKETS. THESE SHORTAGES AND PRI CE

| NCREASES EVENTUALLY SPREAD TO OTHER PARTS OF THE M DWEST. (SEE

ATTACHED EXHIBIT TITLED "CHI CAGO MARKET WHOLESALE GASOLI NE
PRI CES. ")

WHAT DID MY COVPANY DO IN RESPONSE TO THE GASOLI NE SUPPLY
AND DEMAND | MBALANCES | N THE M DWEST?

WE CONTINUED TO MANAGE OUR EXI STING GASOLINE SUPPLIES AS
PRUDENTLY AS WE KNEW HOW AND WE TOOK | MVEDI ATE AND EXTRAORDI NARY
STEPS TO BRI NG ADDI TI ONAL SUPPLI ES | NTO THE M DWEST. | N FACT, WE
HAVE SUPPLI ED ABOUT 10% MORE GASOLINE TO THE M DWEST THI'S YEAR
THAN LAST YEAR TO DO TH'S WE RAN OUR REFINER ES AT FULL

CAPACI TY, AND, BECAUSE PI PELI NES WERE NOT AVAI LABLE, WE UTI LI ZED




H GHER COST TRUCKI NG AND BARGES TO BRI NG PRODUCT | N FROM OTHER
AREAS. VWE CONTRACTED TO SHIP GASOLINE IN FROM AS FAR AWAY AS
NEWFOUNDLAND, CANADA.

VWHAT COULD BE DONE TO | MPROVE THE M DWEST SUPPLY SI TUATI ON
I N THE SHORT RUN?

VWH LE M DVWEST | NVENTORIES ARE SLOALY BUI LDI NG AND PRI CES
APPEAR TO BE DROPPING THE SUPPLY SITUATION IS STILL QU TE
TENUQOUS. ANY FURTHER PI PELI NE OR REFI NERY PROBLEMS COULD CAUSE
THE SUPPLY SHORTAGE TO RECUR. AT THEI R REQUEST, MARATHON ASHLAND

PETROLEUM SUBM TTED TO THE EPA AND UNI TED STATES DEPARTMENT OF

ENERGY (DOE) A LIST OF MEASURES THAT GOVERNMENT COULD TAKE TO

PROVI DE SOME SHORT- TERM RELI EF TO THE M DWEST.

AT THE TOP OF THIS LIST IS THE RECOMMVENDATI ON THAT THE
UNI TED STATES DEPARTMENT OF TRANSPORTATION (DOT) TAKE WHATEVER
STEPS ARE NECESSARY TO GET EXPLORER AND WOLVERI NE SAFELY RUNNI NG
AT FULL CAPACI TY AS SOON AS POSSI BLE. WE ALSO RECOMMVEND THAT DOT
GRANT RELI EF ON DRI VER HOUR RESTRI CTI ONS FOR TRANSPORT DRI VERS | N
THE M DWEST AND THAT THE LARGER TRUCKS USED IN M CH GAN BE
ALLONED I N OTHER M DWEST STATES. TEMPORARY REMOVAL OF TERM NAL
VAPCR RECOVERY UNITS LIMTS AND TANK OPERATI NG RESTRI CTI ONS W LL
BE OF HELP I N CERTAI N LOCATI ONS. A COWPLETE LI ST CAN BE FOUND I N
THE ATTACHED COPY OF MARATHON ASHLAND PETRCLEUM S LETTER TO EPA

AND DCE.




My COMPANY |S CURRENTLY WORKING ON SEVERAL LONGER- TERM
| NFRASTRUCTURE PROJECTS THAT COULD HELP EASE SI TUATI ONS LI KE THE
ONE VWE JUST EXPERI ENCED. WE' RE SEEKI NG RI GATS OF WAY AND PERM TS
TO CONSTRUCT A NEW REFI NED PETROLEUM PRODUCTS PI PELI NE TO SERVE
THE GRON NG CENTRAL OH O MARKET, BUT OUR PROGRESS HAS BEEN
HAVPERED DUE TO RI GHT- OF- WAY LI TI GATI ON. WE' VE ALSO JO NED TWO
OTHER COVPANIES TO CONVERT A NATURAL GAS PIPELINE |INTO A NEW
PRODUCTS PI PELI NE FROM THE GULF COAST TO THE M DWEST, | NCLUDI NG
THE CH CAGO AREA. FEDERAL AND STATE GOVERNVMVENTS COULD HELP BY
EXPEDI TI NG THE PERM TTI NG PROCESS FOR THESE SI GNI FI CANT PRQIECTS
AS WELL AS OTHERS OUR COVPANY HAS PLANNED, AND BY RETHI NKI NG THE
DEMANDS ON PETRCLEUM REFI NI NG AND MARKETI NG POSED BY NEW FUELS
REGULATI ONS.

T 1S OFTEN MENTI ONED THAT THE UNI TED STATES DOES NOT HAVE A

COHESI VE NATI ONAL ENERGY POLICY -- ONE THAT WOULD RECOGNI ZE THE

| MPORTANCE OF AMPLE, AFFORDABLE AND CLEAN ENERGY FOR THE NATI ON.

SUCH A PLAN WOULD ENCOURAGE A VI ABLE AND VI TAL DOVESTI C PETROLEUM

| NDUSTRY—BOTH UPSTREAM AND DOWNSTREAM T WOULD ALSO EMPHASI ZE

THE NEED TO |NCREASE THE ENERGY | NDEPENDENCE OF THE UN TED

STATES. | DEALLY I T WOULD THEN PROVI DE QUR CI TI ZENS SUFFI ClI ENT

ENERGY AT A COST THAT WLL SUSTAIN OQUR ECONOM C GROMH |IN AN

ENVI RONVENTALLY RESPONSI BLE MANNER.

SI GNI FI CANT COVPONENTS OF A COVPREHENSI VE NATI ONAL ENERGY

PCLI CY WOULD | NCLUDE THE FOLLOW NG FEATURES:




ENCOURAGE |INCREASED CRUDE OL PRODUCTION FROM MARG NAL

VELLS—FHOSE THAT PRODUCE LESS THAN 10 BARRELS PER DAY.

OPEN FEDERAL LANDS FOR ENVI RONVENTALLY RESPONSI BLE EXPLORATORY

DRI LLI NG FOR CRUDE O L.

OPEN OFFSHORE AREAS FOR DRI LLI NG | N DEEP WATERS.

RECOGNIZE THE NEED FOR  STRENGTHENING THE  DOWNSTREAM

| NFRASTRUCTURE OF THE DOVESTI C PETROLEUM | NDUSTRY—HE SECTOR

THAT | NCLUDES REFI NI NG PI PELI NI NG TERM NALI NG AND MARKETI NG

IN CLOSING LET ME SAY THAT | AM VERY PROUD OF THE WAY
MARATHON ASHLAND PETROLEUM RESPONDED TO THI S SI TUATI ON AND, ON
BEHALF OF THE 28, 000 EMPLOYEES OF MY COVPANY, | AM SI NCERELY AND
PROFOUNDLY OFFENDED BY ANY ALLEGATI ON OR | NSI NUATI ON THAT WE HAVE
ENGAGED IN EITHER PRICE GOUG@ NG OR COLLUSION WTH OUR

COVPETI TORS.

AND | AM EQUALLY OFFENDED BY ASSERTI ONS THAT PRI CES HAVE

COVE DOMN | N RESPONSE TO CALLS FOR AN FTC | NVESTI GATI ON. AS |
SAID IN My OPENI NG REMARKS, THE GASCLINE MARKET IS H GHLY
COWPETI TI VE AND THE MARKET ULTI MATELY DETERM NES THE PRI CE OF
GASCLI NE. PRRCES IN THE M DWEST WENT UP IN RESPONSE TO A
SUPPLY/ DEMAND | MBALANCE AND THEY HAVE RESPONDED AS ADDI Tl ONAL

SUPPLI ES BECAME AVAI LABLE IN THE MARKET. IT IS A MATTER OF




SI MPLE ECONOM CS. HONEVER, THE SYSTEM |S FRAG LE AND ANY
SIGNIFI CANT DISRUPTION IN A REFINERY OR IN THE D STRI BUTI ON
SYSTEM COULD RESULT I N ANOTHER SUPPLY-DEMAND | MBALANCE I N THE

M DVEST.

AGAI N, | APPRECI ATE TH S OPPORTUNI TY TO APPEAR BEFORE THI S

COMW TTEE, AND | LOOK FORWARD TO ANSWERI NG ANY QUESTI ONS YQU OR

OTrHER MEMBERS OF THE COWM TTEE MAY HAVE.




